I. INTRODUCTION
Nepal is a Himalayan country situated in between China to the north and India to the East, West and South. The country has been facing lots of threat in the sustainable development of projects. The one of the major challenge for Nepal is the supply of unhealthy and inadequate drinking water in Nepal. Mainly, the urban areas and densely populated areas of Nepal are suffering from great shortage of drinking water. Kathmandu Valley is one of the densely populated areas of Nepal as it is the center of all the administrative activities of Nepal. As per the growing population, the drinking water supply is not sufficient.
In this article, the water supply project "Kathmandu Valley Water Supply and Sanitation Sub-project 2" has been developed in Nepal based on PPP model of project financing. This paper will focus on the importance of project financing in Nepal, a project financing model suitable for Nepal according to its situation, problems faced by Nepalese government and risk analysis in the water supply project. 
B. Water Supply Tariff Fixation Commission (WSTFC)
The first study in the theory of foreign direct investment (FDI) is due to the study of foreign investment in developed countries. In 1957, Mundell states in International Trade and Factor Mobility that there is an alternative relationship between investment and trade. In his view, the existence of trade barriers will generate capital flows, and the barriers of capital flow will generate trade [1] .A professor at Harvard University in the United States named Vernon (1966) put forward the theory of product life cycle (PLC) in "International Investment and International Trade in the Product Cycle". In his view, the technological development of new products generally goes through three stages: Innovation, maturity and standardization; the proportion of factors of production of this kind of products will also change regularly, beginning to change from technology-intensive to labor-intensive, and then from capitalintensive to labor-intensive. In addition, those countries with relatively large production advantages will also change accordingly, starting from individual developed countries to general developed countries, and then to developing countries. The trade strategies of the innovative countries also begin to change slowly, that is, to produce and export to the neighboring countries, in order to reduce production and exports. And then invest in close countries, and then stop production. According to the investment, production part is transferred to developing countries. Their own needs are gradually satisfied through overseas imports [2] .
WSTC was established as per Water Supply Tariff Fixation Commission Act (2006), formed for the protection of the interests of consumers by providing qualitative and reliable water supply and sanitation service to the consumers at a reasonable price, by fixing the tariff of water supply and sanitation service. The Commission members, including the Chief Commissioner are appointed on competitive basis. KUKL is required to submitting proposal for water tariff fixation to the Commission together with its documentary evidence of cost and expenditure. The Commission evaluates and scrutinizes the proposal, make necessary amendments and approve after a thorough public hearing.
C. Kathmandu Upatyaka Khanepani Limited (KUKL)
KUKL is a private company established in 2007 under the Companies Act of 1996 as a utility operator. KUKL is responsible for managing and operating the water supply and sanitation system within the Kathmandu Valley to provide qualitative, quantitative and constant service at cost-effective prices to the citizens of the country. Under an asset lease agreement and an operating license with KVWSMB, KUKL is responsible for maintaining the leased assets in good working condition, preparing a capital investment and asset management plan and a 5-year investment plan for the purpose of providing water services over 30 years and issue preference share to KVWSMB against the assets transferred to it and not more than 10% dividend to shareholders if KUKL is able to make profit. KUKL also has to pay lease fee 6% of total collection, and NPR10 million as license renewal cost to KVWSMB. 
E. Major Contributors/ Donors
MWSP was initially estimated to cost USD 317.32 million. However, an additional fund worth USD 38.1 million was negotiated in 2014 between the GoN and ADB; thus the revised estimated cost of the project is USD 355.4 million. The majority of the budget share(USD 27.4 million) is allotted to subproject I whereas the remaining budget of USD 81 million is allotted to subproject II for the treatment and distribution of water, as well as for the enhancement/mitigation of the sociocultural and environmental features of the project. V. GOVERNMENT PLANS, POLICIES AND STRATEGIES The increased population has resulted shortage of water supply along with a stress on existing urban water supply and sewerage services. Therefore, the Government of Nepal is fully committed to provide safe drinking water and sewerage services for the whole citizen of Nepal. There are several efforts to streamline planning and investment in the sector. Some of the major legal frameworks established are shown in the table Ⅲ. -Proposed minimum water provisioning, water security, safety and sanitation coverage including protection and management of fresh water sources.
-Provided desirable conditions with indicators of water and sanitation service to achieve strategies and its activities with responsible agency encouraging the private sector involvement in water sector.
VI. SUITABLE PROJECT FINANCING MODLE IN NEPAL
Nepal mostly used Build Operate Transfer (BOT) and Public Private Partnership (PPP) financial model for the construction and development of projects. The more appropriate project financing model for Nepal could be PPP project financing model based on the situation of Nepal. PPP is often seen as the vehicle to bridging the infrastructure gap in Nepal where governments generally do not generate adequate revenue to fund many projects on their own and refrain from resorting too much on debt financing that can widen fiscal deficit. According to IMF (2017), Nepal has emerged as one of the top 10 low income developing countries (LIDCs) to attract investment in infrastructure projects built under the PPP. The Report also mentioned that Nepal has attracted $1.2 billion in 12 infrastructure projects operating on PPP model, which is 1.2 percent of the country"s gross domestic product (GDP). Government of Nepal has been attempting to promote PPP in the country to bridge the infrastructure gap. In this respect, it introduced PPP Policy last year which comprises provisions on project preparatory fund and viability gap funding. The water supply project also used PPP model. The Nepalese government has no enough money to develop so private companies will invest in the project. So PPP model is suitable for the development of the nation.
In Trust. KUKL is governed by board responsible for formulating policies, strategies and to supervise all the activities of the company. The Government authorized KUKL to implement subproject 2 on behalf of KVWSMB, receiving KVWSMB"s financial resources. Procurement contracts under the subproject 2 were entered between KUKL and contractors and suppliers, and checks was signed and issued by KUKL.
VIII. PROBLEMS OF PROJECT FINANCING METHODS IN NEPAL
A. Government  As a government, the loan payback period in project financing should be a long term agreement from 15-25 years period. The time for collection of revenue and pay back the loan to project financing institutions is enough. But most of the private companies do not agree with the long term agreement as the companies prefer for short term transfer to earn their profits. Thus, this will create a conflict between the public body seeking to meet the long-term objectives of a community and the private company seeking to earn profits in the shortest period of time possible.  The government should pay attention to the quality of project financing provision so that the poor finance service could not claim for the huge payment from the government.  Corruption has been the major challenge for the entire development of project as well as the nation. The government should monitor and audit the project financing process time to time.  The government should be updated about the problems of management and maintenance cost of project after successful completion of project to reduce the risk of high maintenance cost.
B. Investors 
The investors should pay attention to the time schedule and transfer period to mitigate the risks caused due to shorter period agreement.

In Nepal, the political condition is unstable so the investors should pay attention to the political risk of Nepal as well as corruption.
Inflation and foreign exchange rate should be taken seriously when project agreement is signed as the price of local currency may alter after the agreement is signed. In Nepal, project financing is significant as the development of project will help in the growth of the economic condition of the country as well improvement in the infrastructures of the nation. Firstly, project financing schemes are characterized by a high level of debt and extensive longterm contracting to guarantee an effective risk distribution; as a result, it is often better able to mitigate risk and reduce transaction costs than other forms of FDIs or commercial loans. In addition, it is not dependent on local financial markets,
C. Local Bodies
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thereby enabling investors to enter economically and politically less stable countries like Nepal. Secondly, project finance not only enables economic growth by generating revenue through taxes, jobs and royalties, but also creates revenues and spillover effects by setting up strategically important assets such as power plants and other infrastructure ventures. In water supply project based on PPP model in Nepal, the private company (KUKL) will be responsible for building, managing and asset maintenance, service provision and financing the investment, in exchange of regular payments by the government and/or user charges.
XII. GOVERMENT APPROVAL AND PROCUREMENT PROCESS
A. Government Approval  Project procurement process can be commenced only after having project selection and related feasibility studies, project"s suitability appraisal, documents related to Request for Proposal and receiving approval for the proposed project.
 With regard to suitability appraisal to be carried out by PPP Center, Project Implementing Agency (PIA) may carry out feasibility study and appraisal of suitability of project procurement documents.
 Approving agency or authority may grant approval with mandatory conditions to be incorporated in such documents. Procurement process can be commenced after such approval.
 Concerned authority or entity shall secure approval again from competent authority or entity in case any changes have to be made in project procurement documents or estimated project outlay or project"s relevant aspects or project"s procurement process (except changes of administrative nature) had those were already approved before receiving the project proposal.

Prior to reaching project agreement with the private entity, Project Implementing Agency of PPP shall submit detailed feasibility study of the project along with project"s project procurement documents, details of bidders and that of preferred competitors to approving authority or entity for the review.
Project approving authority or entity, after having opinions of PPP center if it deems necessary, shall forward the project to PIA after approving it.
B. Procurement Process
Procurement process of PPP projects shall be as follows:  This will also improve the health of the people as the water is bound to meet the quality as guided by the WHO resulting in the reduction of waterborne diseases such as diarrhea and dysentery.

The government and KUKL have committed to reform current water supply and sewerage connection policies to facilitate individual connections to the poor, socially excluded, and households headed by women. The inhabitants will have improved sanitation provisions as well as a respite from the mental, social and economic problems caused by water shortages.
The drinking water will be supplied to the citizens at cost effective prices and connection fees will be also reduced for poor households under these projects.
The project is expected to contribute to transfer of technical skills from the consultants to MWSDB staff, increase public awareness regarding the importance of water raising stakeholders" concerns on environmental and social issues on the cost of water tariffs, and on disruption of people"s livelihoods and their resettlement because of land acquisition.
XIV. CONCLUSION There is a need for increased investment in infrastructure and other basic services to provide best services to the people. However, only the investment form government is not enough for the development of infrastructure and public services implying the need for a greater role of the private sector. The Government of Nepal emphasizes on the use of PPP for procuring and financing infrastructure and services in the country. There is still a huge gap between the public and private sectors. There is a need of clear policy guidelines on PPP by the government. The legal framework must be improved to encourage private sectors as well as public sectors for flourishing PPP development initiatives in Nepal. With the use of PPP model in Water Supply project, it can be beneficial to the consumers of the country as it supplies drinking water in cost effective prices. The Public partnership with private
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sectors will help to improve the quality of drinking water and distribution of water to citizens in affordable prices.
Public Private Partnership (PPP) financing model is more suitable for the development of the project in Nepal which will boost the economic growth of the nation. Since, Nepalese government has no enough money to invest for the construction and development of the infrastructures, the government should seek for either international investors or private companies to reduce the project risks. The proper agreement should be made clear between all the partners of the project so that the conflict among them will be reduced. The parties should motivate themselves to achieve the goal of supplying safe and healthy drinking water over the country rather than making huge profits by degrading quality of water. Thus, PPP model is suitable for the development of water supply project in Nepal.
